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- Thomss G, Snead, Jr.
Chalrmeh of the Bosrd xrd
Chie] Bxecutdve OfBear

Tune 22, 2001

My, William Jews

Chief Exscutive Officer

CartFirst Blus Cross and Blus Shicld
10455 Mill Run Circle

Owings Mills, MD 21117

Deer Bifl:

We commend your meny montha of work in positioring CaxcFirst for its merger conversion. It
is clear that you have readicd meny oonstitusncies to reach this point. Indeed, it is our sease
from you end your advisors that you mey &t long last be in & position to choose & partner end run
forward towerds en anmounced trensaction. We write then to confirm Trigon's stcedfast imterest
in bocoming that selected partner, Our infent iz founded in & fundamental beliof thet we aro the
natural partner for CarsFirst when conxidering the best intarests of custamers, providers, and
employsss I the region. FPlease nots that for confidentielity reasons, T am preparing 2 separate
letter outlining my thoughts on our regpsctive roles, the structure and location of operations, end
how we might work together,

As you know, many of the key business terms of our prior offers were put forward 2s & result of
guidarios wo felt that we had recelved from you or your sdvisors, As this process hee evolved,

we fzel that parts of our offer, which we left open to discassion, mey have been interproted in &
nogative light, To thet cnd, we wish to clerify several aspecta of our non-binding offers made to

you on Mereh 2nd, Merch 18th end April 2314, 2001, Based on the information we reccived on -« =
your first quarter financial performanoe, we ere also prepared to improve ocriain aspecte of our

offer es detalled below. ‘

Throughont the past several monfhs, we have sought to understand and respond to your
-objectives in the conversion process, We beliove we heve besn guided towerds an expressed goal
of meximizing prics while also meximizing the ocrteinty of closing at that price. Wo respect
these objsctives, Within this framework, however, we heve elzo boen zeked to contider meany
non-monoy jssues including board aeats, personnel integration plane and operating locations. On
these points, wo have tried to be specifically responsive to your wishes, Naturally, we have
gought to maintain & balenced view of the governmnoc end operational issuse requisits to the
proper menagement of the combined companies. Afier your review of this offer fotter, if you cen
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further ¢larify any remeining points of consem you mey have sbout these issues in the context of
2 CarcPRirst/Trigon combination, we will work quickly to respond.

Our purpose in our earlier offer letters was, and semains in this correspondence, to put forward a
€air and full offer that cati bo understood and supported by your regulators and other governiment
officlals, policyholders, other affosted parties and; of course, you end your Boerd. With your
gupport, we belicve we can move quicdy to & binding definitive agreement that will be in the

best intereats of all

TR A P

oints riflca rovem Ter

Perfortmance "MACY Clause - As in all acquisitions, our veluetion work assumed that your
performence forecasts preseated the most accurats view possible of the likely future performances
of your business. As CareFirst was forecasting substential operating itnprovements and our
proposed offer price reflects this improvement, we had criginally requestsd some essurancs that
this perfarmance would be schieved. Assuming that we can reach an egreement on the interim
opersing agreements xs disoussed below, end besed on the confinming improvement in
CareRiret's performanos, we #re now prepared to work within the definitfon of more traditional

MAC language in the definitive agrecment, -

Interim Operating Arrangements - Given the long perlod botween signing a definitive
sgreement and closing, end our movement to e traditional MAC oleusc, we would went to
esteblish interlm operating agreaments that would be beneficlal to bofh companies end essuro &
smooth intagration process post closing. As such, we believe wo should begin to ot as partners
&8 800D &8 possible. We would therefors want to exchangs regular reports on business operations
and plang and there perspectives on trends and developments in our respective madkete. In
wddition we roquest that Trigon would be consulted on all rmajor business decisions that are in the
ordinary course. Buch decisions would include, bat would not be limited .to, prcing,
underwriting, reserve lovels and senfor personnel changes. Pleass note that Trigon's role with
respect to business decisions in the ardinary course would be only consultative. Declsions that
erc owtside tho ordinery course (msteriel chenges in operations, scquisiions, new business
ventures, 6t¢,) would be made jointly by Trigon snd CareFirst.

Integratlon Plang/Job Reductiors- To our groat surptise, roocnt discusglons with your advisars
have led us to understand that becauss we have not commented on employment plans past
merger, you may bo assuming a rather negetive impact on jobe as & rezult of proximity in &
Trigon/CarcFirst businsss combination, This belief may have oome sbout es = result of our
refcrence to a "light touch” tramsaction deaigned to imply the lack of nead for substantial
changes. Referenos to a "light fouch™ should not be meant to toply that thers is also & *heavy
touch" plan just waiting to bs implemented, Wo were not previously spealfis sbout job plans
becansc we intended that you and I would &it down together and figure out what was best for our

_ business, as parmars, We did not yet feol qualified to comment unilsterslly on individual
employment mattere, Sensing thet this approach is viewed es e bit ambiguous, we would like to
miuko our position es olear s possible.
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Our intent in proposing this partnerehip is to enhance the finencisl strength of our combined
companies, to maintain Jocal control (vather then affiliating withi companles from outside the
grez), to take advantape of the resources of our two companies, to galh efficiencies of scele and
to enhance our common ability to offtr prodnets detaandsd by consumess across our reglon.
We will both be able to compets mare effectively in a competitive haalth insurance market by
cresting & larger, more efficient organization which can better serve the nesds of the members
that five and work in our contiguans service arees ~ sarvice areas that have histocleally prevented
sither of us from serving seamlesely the subscribers of the Washingion metropolitan area, Thus
we anticipate thet our gbility to servioe our customers more effectively and efficiently scross the
region will ectnelly meke our combined orgenization mote competitive against nationel
compeanics, drving growth in new membership for our plan and employment for the region.

Ths work required to bring our operafions and systoms together should necossitate additional
employment for many. Some redundancies that mey cxist in the cambination can likcly be
gotved through attritlan. To be clear, however, it is our infent end expectation that thero will not
bo amy reductions in employment levels. We plan to cmploy no less then the number of
employoss presently smployed in each of the Jurisdictions, To the extent, however, that busincss
oonditions change end that the number of coployses deviates from that standard, such deviatlon
would heve to be epproved by our combined Bogrd and fully justified by the twe of ua using
prudent business judgement.

<o Form of Consideration ~ We have proviously offered $1.3 billion in cash (60%) and stock (40%)
18 for CareFirst, Our original offering incladed a financing eut, which wo felt was necessary given
' the long period to close, With guidance from your edvisors, however, and in an attempt to

increass the certainty of cloting, we developed an emargency finencing mechenism: & Trigon
note that could be offered on & temporsry besis in times of sovere market dislocation. We wish
1o be cleer that it is not our intention to offer this note, We have every confidence that the laad -
fime to closing on our merger will ellow us to routincly arenge for the required cash, We
proposs that the note, if ever uséd, camy an interest ratc that would be punitive relative to today's
market conditions &nd include & severe cost esotlator to motivete Trigon fo take ot the loan &8
soon as possible. Specifically, we would propose & onc year maturity with &n intsrest rate of 3-
moath LIBOR plus 250 basis poimts. This rate would increase 50 basis points per quarter.
Please nots that Trigon today borrows from its bank group &t LIBOR plus 50 besis points and
thet the proposed terms would be extremely anattractive to us. In sum, the note helps guarantos
closing In the most unifkely of merket conditions and {s structured to cosure en eatly
with cash, The designated foundations should expect to rscelve Trigon cash and stock at close.

We heve ettached a revised numinury of the Koy Business Terms of our affer, We Jook forwand
to eny meeting or discussion that you fecl eppropriste to expand or cluify on this
camespondence. Wo belleve the business logio behind fhie corgbination of our two compenios is
inherently obvions, It is our intent through this offer to help meet your exprossed objectives of
maximizing velue and the probability of olosing. In sum, we hope you feel that tho combination
of business logic end velue deliverod make it pproprisic to it down &nd work out the finel
details of an agreement with Trigon. We look farward to working the long process forward to

closing together,
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o This lstter is not & binding offer or agreement to acquire CarcFirst. Any binding agreoment must

P be reflecisd in & definitive agreement eigned by boflt partica. The terms of this letter ere
; confidential and subject to the Confidentiality Agresment dated September 21, 2000, betwesn

Trigon eud CureFirst.

Bill, if you bave any question regarding any elements of our proposed elliance, please call me
directly. . '

¢ sprr S

Sincerely,

/ﬁ;ﬁ(-% o

Attachment: Revised Summenry of Koy Business Terms

et Stnart Smith
Isza¢ Neuberger

OCC 009145




24109985732 P. 007/010

buqg 304 £14Y r.ooray

TON-22-2001 PRI 03:03 P CF BCBS-CEO OFFICE

Jrrasans CereFirst / Trigan Partnership
Summary of Key Business Terms

Traneaction Trigon shall aoquire 100% of the CareFirst Comman Stock (the “Transaction™)
for eggregate consideration of $1.3 billion (“Aggregats Purchase Prioe™). The
Canversion shall be siructured a5 ¢ tax-froe reorganization, and the parties shall
reocive an approprists ax yuling,

Contidergtion Wo propose that the sggrogsle canriderafion pald by Trigoa for 100% of the
CureFirst Common Stock (the “Aggrogete Considerstion™) shall be strustured

© 60% in cash end 40% in Trigon stock. We are, however, flexibls with reapect to

- the mix of nonsiderstion

Stock Component A fixed price method shell be employed to deterrmine fbe stock component,
sulbjject to & maximurn deguance of 11.5 mdllion chares of Trigon stock, This ix
not & walk-swey. Trigon would beer the burdea of the fitst 22U% dedline In it
gtock prics, CarcRirst and Trigon would sbare the impact of any decline
theresfier, ag {lustrated by atteched exhibit.

Reghttration Rights Trigon 4 committed to ussieing the Tax Exempt Bntities with the orderly
liquidation of thelr oquity haldings, We will cooperate with the Tax Bxempt
Enttics in regi snd merketing thelr xhares, subject to the market's
reasongbls ability to sbsorb the volume and eppropriate provisions limiting
registration during eertaln periods. Tha Tax Exernpt Eatiicy shall be entitied to
mutusily agreeshle demand regletrations and piggybeck rights.

© Voting Trust ' Any Tex Exempt Entity fhat ewns more then 5% aof 'Iﬁgcn stock will enter into
® voting trust sgresment refleoting the voting, standstill, end gell down
proviciang es mutanlty agreed upan by the BCBSA, the Tax Excrapt Entity and
Trigon :

Fingncing We ere oonfidert thet we ocan finenoe the cush partion of the Aggregets
' Consideration with existing oash and existing or new debt faofiitiag, In the avent
that financlal market conditions éoverely and edvernely change, such that we xre
ungble during the extended deley between sighing and closing to arrange debt
finencing, we would gubetituts e nots on & doller for dollar batis for up to half
ths velus of the outh somponent, The note would be a finanoing of last resott,
mxture in one yetr gad otrry sn initial {nterest rate of LIBOR plug 250 basis

pointe, inoreasing 50 basis paints esch quartsr.
Material Adverse Chrage We would proposa & standard Meaterial A.dmc Chenge provision.

Exepntlve Presence Trigon HealthCere, Ino. will remein & Virginia corparation. Tom Snsad expects
’ to xpend & mejority of his time in Owings Mille and will maintain en office
there a1 will other senior exsoutives officert, Mr. Sncad would establish =

rooond residenoe in Beltimare,

“Bozrd Reprazentation Five membert of the CercFirst Board of Dircctors, to be mutually agresd upon
by CarcFirst and Trigon, shell be eppointed to the Board of Dircotors of Trigon
HealthCare, Ino, 8¢ dloging. The locatian of Borrd mestings would be
determined by the Chatrinan, in consultation with reut of the Board, :
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Existing Boards of Directors 1t is our intenfion to preserve ths rales of the existig Boards of Directars of
‘ CareFirst of Meryland, DC and Delaware as Advisory Bosrds, and we would be
gratefal if the ourrent members of these boerds would confinue to serve the
Conpeny and the cammunity by providing advice and counsel on issues of
scrvice, provider policy. member sstisfacfion, and heelth care quality, n
eddition to providing input end feedback with respect to our loca] markst
tegration plens and community relationt proprams, :

Non-Solicitation We would ack fhat CereFirt not, directly oc indirecfly, xoliolt, initiats,
encouwrsge, or induce any Acquisition Prapaw] with respact to CercFirtt or
eagage in negotiationt with, &t discloss any nenpublic informution relating %
CucFirsttomyPemnthatmbcmidaingmaldng.orhumade,m
Acquisition Proposal with respeot to CareFirst. ' )

e T R

Transaction Protection ‘We would reoeive eppropriate tremsaotion proteotion meohsmiemy, including o
right to matsh any subsequent compsting offer doemed suptrior from &
fiduolary -point of view, and & propoes! that if CurePirst {erminates ifs

" Agrecmeat with Trigon atd enters into ¢ Dsfinitive Agreament with another
puty within fwo yews following termination, then CareFirst would pay to

! Trigon 4 temninstion foo of 4% of the purchuse price in rocognition of it

i substential investment. . .

Expense Relmbursement While both CarePirst and Trigon will bear Mability for their own cxpenses
esgociated with this Transaotion, our conversion experience sugpests that we are
Hkely o bear substantia]l expansos on behalf of third perties involved in the
epproval prooess.  'We would expest that in the event that fhe tranesetion
terminater dus to no fault of Trigon, that we be relmbursed for fhe extraordinery
cxpenses associctod with this unusoa! trensastion

Termination provislons The initisl temm of this agresment would bs sightsen monthy, unless extended
by mutual consent of CarcFirst md Trigon
Corporate nemes Wo sre commiitted fo whelever oorporete branding apj:manh makesg the best

businses senge. Choosing ¢ ringle name under which to murket BCBS coverage
in our ovetlepping murkots mekes songe, Betwoen sighing snd cloging, the
Transition team will marke! test the CareFirst BCBS end Trigon BCBB names
to determine whather clther, or # new BCBS treds name, is moct effsotive. We
would then transition the preferred market placs name on & schedule thet makas
tease, subject, of coures, to epproprists regulstory and BCHSA gpprovel. ’

The halding company, will eontinue to trade on the New Yark Biock Exchmge
¢ Trigon BealthCare, Ino. (TGH) . : :

Commlitment to gssociatex The bulk of the valus oreation opportumitics thet we foreses come from growth,
) notcodzduﬁmnlthmrinhntmdexpccuﬂmﬁmmmvﬁllnotbemy
reductions in employment levels, We plan to employ no less fhan the mamber of
ewployses presently cmployed o each of tho jursdiotions, To the extent,
however, thet buiness oonditions change end that the mumber of cployoet
doviates fiom that etandard, suck devistion would have to be approved by our
oombined Board and fdly justified by Bill Jowr and Tom Snead using prudent
business judgement,

Presence - Trigon is scnsitive to the issues of Jocal employment and we are committed to
meintsining ¢ sontinuing presence in the markets in whish we ootpeto et &
leve! oommensurate with our opportunity.

2
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Location of employess / Trigron shares the CareFirst team's beliof that haalthoars ix ¢ locelly delivered
facllities by state business. Trigon ls vomtuitted to & tubstential continuing employee presencs in
CureFinst's markets, We are confident that the combination of our arpenizetions
will ulfimately allow us topether to creste new employment opportonitics in our
. combited markcts, Decislons regarding fhe Jocations of future operatians will

be made in consultation with the Jacal Advisory Boards,

Contimed service of © Our trtogy {s founded on cresting and delivering value to ot membert at xn

tegments caonomic lsvel that allows us to continns investing for growth. Far those
scpments in which we are, togother, able to deliver velue for members,
providers, and sharshalders, we expect to soc substentisl growth. For those
segments in which we are imabis tn crests value, we antioipate working with the
eppropriste regulutory, and others to find 4 sonstructive solution.

Continued relationships with  Trigon i committsd to comtinue bullding upon CareFirsts strong provider

providers relationships. Our Jong-standing strategy has been to cultivate, maintein, and
improve « troad netwurk of high-quality providers so that we cen deliver velue
for our members, Todsy, we have the broadest netwarks in Virginie, with over
95% of physicians and 100% of hospitals volunterily participsting tn our
uotworks, We take 4 long tett view of provider partnership, and bave in plaoe
today hopital contracts with ferme of up to tweaty yeant, Working together
with CarcRirtt, we have an oppertunity to provide stability and create value for
providers throughout the Mid-Aflantic reglon by offering long term sgreements,
climineting administrative hassler, stenderdizing coverage for their paticnts znd
by investing in tectmology et 2 level unaiRinable by eithet of ut independently.

. - Conllrmatory due diligence/  We would like to refresh owr view of value based on the doctments we
. Mgt of documents ) requested on our document Hst submitted on Novemtber 14, 2000, through
i - examinstion or disousalon. In addifion, we woald tequost the following
documents: v
¢ In comoction with cach Affilistion (MD/DC/DE), & complete sopy of the
Affiliation Agreament and Inter-company Agroement
s “Soapshot" vatuation of the Deleware business

Timetsble 'We are prepared for simultensous confirmatory due diligenos and negotistion of
. & definitivo agreement within 30 deyr. Tho critical ficst step in our diligence
proocss will he working with .you in outliming the programmatio epproach
through which we will jointly enmwe the sucoessfil completion of this
partnerehip - fucluding the key activitics, milestones, snd timekineg for the
ncgotiation, diligence, oomtutmication, filing, multjurisdictiona] epproval and

closing of this partnership agrecment,

Approvala The proposed transaction {8 also subjoot to ocrtain other customery ftems belng
satisfied prior to consummating & transsotion, including the negotistion end
excoution of ¢ definitive purchese agreement and related doournents, end receipt
of required Boerd, sharehalder end regulatory spprovals,

OargFivel, Inc.  June £2, 2001
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